UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

CATERPILLAR'

FORM 10-Q

[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended September 30, 2004
OR
[ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number: 1-768

CATERPILLAR INC.
(Exact name of registrant as specified in its charter)

Delaware 37-0602744
(State or other jurisdiction of incorporation) (IRS Employer 1.D. No.)
100 NE Adams Street, Peoria, lllinois 61629
(Address of principal executive offices) (Zip Code)

Registrant's telephone number, including area code:
(309) 675-1000

At September 30, 2004, 341,235,956 shares of common stock of the Registrant were outstanding.

Page 1



Part|. FINANCIAL INFORMATION

Item 1. Financial Statements

Caterpillar Inc.
Consolidated Statement of Results of Operations
(Unaudited)
(Dollars in millions except per share data)
Three Months Ended
September 30,
2004 2003

Sales and revenues:

Sales of Machinery and ENGINES ..........cccveveiuiirecieiieiesisse st senns $ 7175 $ 5,112

Revenues of Financial ProdUCES ..o 474 433

Total Sales aNd FEVENUES..........ccuriieiricecirce ettt 7,649 5,545
Operating costs:

COSt Of GOOAS SO ..o 5,728 4,143

Selling, general and administrative EXPENSES. ..o seessseeseeeens 734 627

Research and development EXPENSES.......ccccvviviiiieeeieeer s 240 173

Interest expense of Financial ProdUCES.............c.cccieiieiieinicceece e 129 116

Other OpErating EXPENSES. ......c. vttt 140 101

Total OPErating COSES......cuvuiuiieriririieir ettt 6,971 5,160
Operating Profit............ccocoiiriir e 678 385

Interest expense excluding Financial Products.............cooevrninncsneenncsseenes 60 61

Other iNCOME (BXPENSE) ....cvuvrerieireerrerireiiesiseiess ettt 45 (40)
Consolidated profit before taxes..............c.ccoceiviiiiicicccc e 663 284

Provision for iNCOME tAXES .........cvvvirruiriiieeeis e 182 69

Profit of consolidated COMPANIES ............cccviiveiieicccece s 481 215

Equity in profit (loss) of unconsolidated affiliated companies...........ccccovviviririinienn. 17 7
PrOFIf.....c.ocec e e $ 498 $ 222
Profit per common Sare ................cc.ccoeiiiiieiisiececeeee e $ 1.45 $ 0.64
Profit per common share —diluted ' ..............coocoovivriiiicicce e $ 1.41 $ 0.62
Weighted average common shares outstanding (millions)

S BASIC ... b 341.8 346.3

SDIIUEEA T 353.0 356.1
Cash dividends declared per common share .............c.ccccocveveiiivieceiescceeeee e $ - $ -

' Diluted by assumed exercise of stock options, using the treasury stock method.
See accompanying notes to Consolidated Financial Statements.
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Caterpillar Inc.
Consolidated Statement of Results of Operations
(Unaudited)
(Dollars in millions except per share data)

Nine Months Ended
September 30,
2004 2003

Sales and revenues:

Sales of Machinery and ENGINES ...........ccceueieeieineineiesee s $ 20277 $ 15,037

Revenues of Financial ProdUCES ..o 1,403 1,261

Total Sales aNd FEVENUES..........c.cuvieercereeie et 21,680 16,298
Operating costs:

COSt Of OOAS SO ..ot 15,952 12,102

Selling, general and administrative EXPENSES..........ccccvreireerieireinieiieinse e, 2,223 1,801

Research and development EXPENSES.......ccccviiiircecieee e 685 494

Interest expense of Financial ProdUCLS.............c.cccviieiieniccieeeceeeve e 367 354

Other Operating EXPENSES. ......c..cuviereuriieiieineeiieiseies ettt 416 358

Total OPErating COSES.......vu vttt 19,643 15,109
Operating Profit...........cccccoeirnie s 2,037 1,189

Interest expense excluding Financial Products............ccooeeronnennnnncenncennns 176 192

Other iNCOME (EXPENSE) «...vvrrririreieineieieise ettt 135 15
Consolidated profit before taxes...............ccccocoeviiicieicccece e 1,996 1,012

Provision for iNCOME tAXES .........cuvririiriiiseiis s 549 273

Profit of consolidated COMPANIES ............ccuveiveiicieicce e 1,447 739

Equity in profit (loss) of unconsolidated affiliated companies.........c.cccveevreireniennnen. 37 11
PrROFIf.....c.o e $ 1,484 $ 750
Profit per common Share ................cccooviviiiccciecece e $ 4.34 $ 2.17
Profit per common share - diluted " ................c.cccooveiiiiiiiec e, $ 4.19 $ 2.15
Weighted average common shares outstanding (millions)

SBASIC ... 342.3 3451
SDIIUEEA T ..o 354.2 349.0

Cash dividends declared per common share .................ccccccoeveivieeveecvecececnn, $ .78 $ .70

' Diluted by assumed exercise of stock options, using the treasury stock method.
See accompanying notes to Consolidated Financial Statements.
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Caterpillar Inc.

Consolidated Statement of Changes in Stockholders' Equity

For the Nine Months Ended

(Unaudited)
(Millions of dollars)
September 30, September 30,
2004 2003
Common stock:
Balance at beginning of Period............ccc.ceeueeeveereerveecieeeeeee s $ 1,059 $ 1,034
Common shares issued from treasury StOCK ...........coeueevvenienerernieniens 73 2
Balance at end of Period...........c.corurirrniriecree e 1,132 1,036
Treasury stock:
Balance at beginning of Period ..........c.ccccoeerereniecsieeee e (2,914) (2,669)
Shares issued: 2004 —2,770,916; 2003 — 2,985,265 .........c.ccoervrvirninnee 76 98
Shares repurchased: 2004 — 5,297,000 .........cccoereerneerenieeneineneneeneeeenas (400) -
Balance at end of Priod ...........ccccvieicicniecseee e (3,238) (2,571)
Profit employed in the business:
Balance at beginning of Period...........ccccvrieeninsnereeese e 8,450 7,849
PLOMIt ..ttt e $ 1484 750 $ 750
Dividends declared (242)
Balance at end 0f PEriod...........cccueevriericiniecese e 9,667 8,357
Accumulated other comprehensive income:
Foreign currency translation adjustment:
Balance at beginning of PEriod ... 348 86
Aggregate adjustment for period ............ccccveererenieeseeceeiens 5 5 149 149
Balance at end of Period...........cccoveuriririnisieese s 353 235
Minimum pension liability adjustment - consolidated companies:
Balance at beginning of period
(net of tax of: 2004-$460; 2003-$383)..........ccooerreerrerrrerrerrererins (934) (771)
Aggregate adjustment for period ..........ccovverinnieiennneees - - - -
Balance at end of period
(net of tax of: 2004-$460; 2003-$383)...........ccoevererrrrerrrmrrerirsiris 934 771
Minimum pension liability adjustment - unconsolidated companies:
Balance at beginning of Period ... (48) (37)
Aggregate adjustment for period ... (1) (1) (1) (1)
Balance at end 0f Period ...........cccueueieicinisiieeeee s (49) (38)
Derivative financial instruments:
Balance at beginning of period
(net of tax of: 2004-$54; 2003-85)..........cccvvrveerrereeireireiesiesissiens 104 11
Gains/(losses) deferred during period
(net of tax of: 2004-$4; 2003-35) .......cc.evveervrerrerreereieereeseesiee s 8 8 (11) (11)
(Gains)/losses reclassified to earnings during period
(net of tax of: 2004-$17; 2003-$19) ......cvvrrrerirrrerirerseiesississiens (33) (33) 39 39
Balance at end of period
(net of tax of: 2004-$41; 2003-$19)........coucveeerreererrereereereesesiees 79 39
Available-for-sale securities:
Balance at beginning of period
(net of tax of: 2004-$7; 2003-$17)......ccvvrrveeererrrieresreses e, 13 (31)
Gainsl/(losses) deferred during period
(net of tax of: 2004-81; 2003-86)..........ccerrerrrerrrerererneireeiereereieens (2) (2) 31 31
(Gains)/losses reclassified to earnings during period
(net of tax of 2004-$0; 2003-39).........cccorrrvrerrireririeresriesies i, 5 5
Balance at end of period
(net of tax of: 2004-$6; 2003-32)........c.ceevvevvrerirrrirreieeieseeseis 11 5
Total accumulated other comprehensive income 540 530
COMPrENENSIVE INCOME.........ueveeeeeerereeesessessessss e ssessesses s sesnsanes $ 1,461 $ 962
Stockholders' equity at end of period................ccccooveveerieeireriesriesinns $ 7,021 $ 6,292

See accompanying notes to Consolidated Financial Statements.
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Caterpillar Inc.
Consolidated Statement of Financial Position
(Unaudited)
(Millions of dollars)

September 30, December 31,
2004 2003
Assets
Current assets:
Cash and short-term iNVESIMENS..........c..cc.eveveeeeeeeeeeececeee et $ 417 $ 342
Receivables - trade and Other ... 3,790 3,666
ReCeivables — fINANCE.........cccceuiiecieicecece e 8,951 7,605
Deferred and refundable iNCOME tAXES .......cccucvveriveieeeicccce e 619 707
Prepaid EXPENSES ......c.cvvviiiccecee bbb s 1,350 1,424
INVENEOMES ...t n s rens 4,509 3,047
TOtal CUITENE ASSEES .....vvvcee bbb 19,636 16,791
Property, plant and equipment — NEL ..o 7,303 7,290
Long-term receivables - trade and Other ... 268 82
Long-term receivables — fINANCE ..o 8,326 7,822
Investments in unconsolidated affiliated companies............cccoevieverrieeirecsceceece e 839 800
Deferred INCOME TAXES ......cvcviveiiiecieice ettt s 516 616
INTANGIDIE @SSELS....... et 361 239
GOOAWIIL.... vttt bbbt 1,450 1,398
OFhEI ASSEES .....vvievetc ettt sttt bbb 1,695 1,427
TORAl @SSELS.........ocvecvececice ettt $ 40,394 $ 36,465
Liabilities
Current liabilities:
Short-term borrowings:
Machinery and ENGINES.........cocriririerenieniseeseeeesesseeescseeseses 336 72
FINANCial PrOAUCES........covv ettt 2,582 2,685
ACCOUNLS PAYADIE ......oovieeiiicerireeeier et 3,934 3,100
ACCIUEA BXPENSES ...ttt ettt b bbb bbbttt 1,793 1,638
Accrued wages, salaries and employee benefits..........ooernerrniericsnccncees 1,345 1,802
Dividends PayabIe ..........c.oveieirieieree e - 127
Deferred and current income taxes payable ... 235 216
Long-term debt due within one year:
Machinery and ENGINES.........cocurivrieriinircniseeeeseseeessseeeess s 6 32
FINANCIal PrOQUCES .......ceeeve ettt 3,595 2,949
Total CUTENt IADITIES .........cveeeeee ettt s 13,826 12,621
Long-term debt due after one year:
Machinery and ENGINES.........cccveurieveinirenieissee ettt ssnsesens 3,642 3,367
FIiNancial ProdUCES..........c.oveiiiireiceercscecse ettt 12,112 10,711
Liability for postemployment benefits ... 3,234 3,172
Deferred income taxes and other liabilities............ccovririerirnnere e 559 516
Total IABIlItIES ..o 33,373 30,387
Stockholders' equity
Common stock of $1.00 par:
Authorized shares: 900,000,000
Issued shares: (09/30/04 and 12/31/03 - 407,447,312) at paid in amount............ 1,132 1,059
Treasury stock (09/30/04 — 66,211,356; 12/31/03 - 63,685,272) at COSt.........corvvrrerernnes (3,238) (2,914)
Profit employed in the DUSINESS...........ccciiiieiiiicceee e 9,667 8,450
Accumulated other comprehensive iINCOME............covuievricieiereseee e (540) (517)
Total stockholders' qUItY...............cccceiicuiicce e 7,021 6,078
Total liabilities and stockholders' equity .................cccccoevriiiereieieeseeceeecee e $ 40,394 $ 36,465

See accompanying notes to Consolidated Financial Statements.
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Caterpillar Inc.

Condensed Consol

idated Statement of Cash Flow

(Unaudited)
(Millions of dollars)

Cash flow from operating activities:

PIOTIt ettt ettt ettt ettt et et et et et et e ae st et et et et ea et e et et reetnaearn

Adjustments for non-cash items:
Depreciation and amortization...........ccccecveeerrererernnnsn.

Changes in assets and liabilities:
Receivables - trade and other............ccoevvververrnnnne.
INVENEOTIES ..ot
Accounts payable and accrued eXpenses ...........cc.......
Other = Net......c.oicceeceeeeccee s
Net cash provided by operating activities............cccoervrrirrrnnee.

Cash flow from investing activities:
Capital expenditures - excluding equipment leased to othe
Expenditures for equipment leased to others......................
Proceeds from disposals of property, plant and equipment
Additions to finance receivables ..........ccoevreeenrinnnennnn,
Collections of finance receivables ...........c.ccovvvvrrienrinne.
Proceeds from the sale of finance receivables...................
Investments and acquisitions (net of cash acquired)..........
Other =Nt ...

Net cash used for investing activities ...........ccocoveverccneninn.

Cash flow from financing activities:
Dividends paid ..........cveererrenieineirenene e
Common stock issued, including treasury shares reissued
Treasury shares purchased...........coeeveenerneeneneenenns
Proceeds from long-term debt issued..........cccovvrrrvennninee.
Payments on long-term debt...........ccooevinnnincneen,
Short-term borrowings — Net..........cooceevrreninienines
Net cash provided by financing activities ...........cccooverrirernnee.
Effect of exchange rate changes on cash..........cccccovcvvrniene.
Increase (decrease) in cash and short-term investments..

Cash and short-term investments at beginning of period.........
Cash and short-term investments at end of period...................

IS e

Nine Months Ended
September 30,

2004 2003
1,484 $ 750
1,055 1,008

(120) 46
(461) (220)
(1,225) (294)
815 108
(13) 9
1,635 1,407
(519) (352)
(827) (781)
531 451
(16,493) (12,245)
13,010 10,044
1,434 1,472
(284) (26)
(193) (55)
(3,341) (1,492)
(395) (361)
137 81
(400) -
4,532 4,233
(2,615) (2,992)
563 (788)
1,822 173
59 -

75 88
342 309
417 $ 397

All short-term investments, which consist primarily of highly liquid investments with original maturities of three months or less, are

considered to be cash equivalents.
See accompanying notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. A. Financial Statement Presentation

In the opinion of management, all adjustments, consisting only of normal recurring adjustments necessary for a fair presentation of (a)
the consolidated results of operations for the three and nine month periods ended September 30, 2004 and 2003, (b) the changes in
stockholders' equity for the nine month periods ended September 30, 2004 and 2003, (c) the consolidated financial position at
September 30, 2004 and December 31, 2003, and (d) the consolidated statement of cash flow for the nine month periods ended
September 30, 2004 and 2003, have been made. Certain amounts for prior periods have been reclassified to conform to the current
period financial statement presentation.

The December 31, 2003 balance sheet data included herein is derived from the audited consolidated financial statements included in the
Company's annual report on Form 10-K for the year ended December 31, 2003.

B. Nature of Operations
We operate in three principal lines of business:

(1) Machinery — A principal line of business which includes the design, manufacture and marketing of construction, mining, and
forestry machinery - track and wheel tractors, track and wheel loaders, pipelayers, motor graders, wheel tractor-scrapers, track
and wheel excavators, backhoe loaders, mining shovels, log skidders, log loaders, off-highway trucks, articulated trucks, paving
products, telescopic handlers, skid steer loaders and related parts. Also includes logistics services for other companies.

(2) Engines - A principal line of business including the design, manufacture and marketing of engines for Caterpillar machinery,
electric power generation systems; on-highway vehicles and locomotives; marine, petroleum, construction, industrial, agricultural
and other applications; and related parts. Reciprocating engines meet power needs ranging from 5 to over 22,000 horsepower (4
to over 16 200 kilowatts). Turbines range from 1,600 to 19,500 horsepower (1 000 to 14 500 kilowatts).

(3) Financial Products — A principal line of business consisting primarily of Caterpillar Financial Services Corporation (Cat
Financial), Caterpillar Insurance Holdings, Inc. (Cat Insurance), Caterpillar Power Ventures Corporation (Cat Power Ventures)
and their subsidiaries. Cat Financial provides a wide range of financing alternatives for Caterpillar machinery and engines, Solar
gas turbines, as well as other equipment and marine vessels. Cat Financial also extends loans to customers and dealers. Cat
Insurance provides various forms of insurance to customers and dealers to help support the purchase and lease of our
equipment. Cat Power Ventures is an active investor in independent power projects using Caterpillar power generation
equipment and services.

Our Machinery and Engines operations are highly integrated. Throughout the Notes, Machinery and Engines represents the aggregate
total of these principal lines of business.

C. Stock-Based Compensation

We use the intrinsic value method of accounting for stock-based employee compensation in accordance with Accounting Principles
Board Opinion No. 25, "Accounting for Stock Issued to Employees." Therefore, no compensation expense is recognized in association
with our options.

Employee stock options granted in years prior to 2004 vest at the rate of one-third per year over the three year period following the date
of grant. On June 8, 2004, approximately 8,900,000 stock options were granted to officers and other key employees. In anticipation of
delaying vesting until three years after the grant date for future grants, the 2004 grant will vest on December 31, 2004.

The fair value of the options granted in 2004 was estimated using the binomial option-pricing model. We believe this model more
accurately reflects the value of the options than using the Black-Scholes option-pricing model. Previous years grants continue to be
valued using the Black-Scholes model.
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Pro forma net profit and profit per share using the binomial option-pricing model for the 2004 grant and the Black-Scholes option- pricing
model for 2003 and previous grants were:

Three Months Ended
September 30,
(Dollars in millions except per share data) 2004 2003
Profit, 8S FEPOMEA .........cveeceeeeeeceeeeeceeete ettt eneeen $ 498 $ 222
Deduct: Total stock-based employee compensation expense determined
under fair value based method for all awards, net of related tax effects .................... (58) (19
Pro fOrma Profit ..ot e $ 440 $ 203
Profit per share of common stock:
As reported:
BASIC .v.vvvvoreves et $ 145 $ 0.64
DiIUEBA. ... $ 1.41 $ 0.62
Pro forma:
BASIC .v.vvvvoreves s $ 129 $ 0.59
DUEBA. ...t $ 1.25 $ 0.57
Nine Months Ended
September 30,
(Dollars in millions except per share data) 2004 2003
Profit, 8S FEPOME .........ceeeeeeeeeeceeeee ettt sneeen $ 1484 $ 750
Deduct: Total stock-based employee compensation expense determined
under fair value based method for all awards, net of related tax effects .................... (103) (50)
Pro fOrma ProOfit ..........ooceeeeeeeeeeeeceeeeeeeee ettt sttt $ 1,381 $ 700
Profit per share of common stock:
As reported:
BASIC.....vvvorvveveeeieses s $ 434 $ 217
DiIULEA ... $ 419 $ 2.15
Pro forma:
BASIC.....vvvoocvveeeeeieses s $ 403 $ 203
DiIULEA ... $ 3.90 $ 2.00

Pro forma net profit and profit per share for the three and nine month periods ending September 30, 2004 using the Black-Scholes
option-pricing model would have been:

Three Months Nine Months
Ended Ended
September 30, September 30,
(Dollars in millions except per share data) 2004 2004
Profit, 88 TEPOMEA ..ottt $ 498 $ 1,484
Deduct: Total stock-based employee compensation expense determined
under fair value based method for all awards, net of related tax effects .................... (76) (127)
Pro fOrMa PrOfit .........cvececeeeecece ettt $ 422 $ 1,357
Profit per share of common stock:
Pro forma:
BASIC. ..ottt $ 1.23 $ 3.97
DIUEEA ...ttt $ 1.20 $ 3.83
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2. The results for the three and nine month periods ended September 30, 2004 are not necessarily indicative of the results for the entire
year 2004.

3. Environmental and Legal Matters

The company is regulated by federal, state, and international environmental laws governing our use of substances and control of emissions
in all our operations. Compliance with these existing laws has not had a material impact on our capital expenditures, earnings, or
competitive position.

We are cleaning up hazardous waste at a number of locations, often with other companies, pursuant to federal and state laws. When it is
likely we will pay clean-up costs at a site and those costs can be estimated, the costs are charged against our earnings. In doing that
estimate, we do not consider amounts expected to be recovered from insurance companies and others.

The amount accrued for environmental clean-up is not material and is included in "Accrued expenses" in the Statement of Financial Position.
If a range of liability estimates is available on a particular site, we accrue at the lower end of that range.

We cannot estimate costs on sites in the very early stages of clean-up. Currently, we have five sites in the very early stages of clean-up,
and there is no more than a remote chance that a material amount for clean-up will be required.

Pursuant to a consent decree Caterpillar entered with the EPA, the company was required to meet certain emission standards by October
2002. The decree provides that if engine manufacturers were unable to meet the standards at that time, they would be required to pay a
Non-Conformance Penalty (NCP) on each engine sold that did not meet the standard. The amount of the NCP would be based on how
close to meeting the standard the engine came - the more out of compliance the higher the penalty. The company began introduction of fully
compliant ACERT engines in 2003 and by the end of 2003 Caterpillar was only producing fully compliant engine models. As a result, NCPs
are not payable for any engines built in 2004. The company’s operating profit was favorably impacted in the third quarter 2004 and year to
date 2004 by $36 million and $132 million, respectively, due to the absence of NCPs that were recorded in those periods in 2003.

In addition, the consent decree required Caterpillar to pay a fine of $25 million, which was expensed in 1998 and to make investments
totaling $35 million in environmental-related products by July 7, 2007. Total qualifying investments to date for these projects are $33 million,
of which $2 million was made in the first nine months of 2004. A future benefit is expected to be realized from these environmental projects
related to Caterpillar's ability to capitalize on the technologies it developed in complying with its environmental project obligations. In short,
Caterpillar expects to receive a positive net return on the environmental projects by being able to market the technology it developed.

We are a party to litigation matters and claims that are normal in the course of our operations, and, while the results of such litigation and
claims cannot be predicted with certainty, management believes, based on the advice of counsel, the final outcome of such matters will not
have a materially adverse effect on our consolidated financial position.

On January 16, 2002, Caterpillar commenced an action in the Circuit Court of the Tenth Judicial Circuit of lllinois in Peoria, lllinois, against
Navistar International Transportation Corporation and International Truck and Engine Corporation (collectively Navistar). The lawsuit arises
out of a long-term purchase contract between Caterpillar and Navistar effective May 31, 1988, as amended from time to time (the Purchase
Agreement). The pending complaint alleges that Navistar breached its contractual obligations by: (i) paying Caterpillar $8.08 less per fuel
injector than the agreed upon price for new unit injectors delivered by Caterpillar; (ii) refusing to pay contractually agreed upon surcharges
owed as a result of Navistar ordering less than planned volumes of replacement unit injectors; and (iii) refusing to pay contractually agreed
upon interest stemming from Navistar's late payments. At September 30, 2004, the past due receivable from Navistar regarding the
foregoing was $139 million. The pending complaint also has claims alleging that Franklin Power Products, Inc., Newstream Enterprises, and
Navistar, collectively and individually, failed to pay the applicable price for shipments of unit injectors to Franklin and Newstream. At
September 30, 2004, the past due receivables for the foregoing totaled $12 million. The pending complaint further alleges that Sturman
Industries, Inc., and Sturman Engine Systems, Inc., colluded with Navistar to utilize technology that Sturman Industries, Inc.,
misappropriated from Caterpillar to help Navistar develop its G2 fuel system, and tortiously interfered with the Purchase Agreement and
Caterpillar's prospective economic relationship with Navistar. The pending complaint further alleges that the two parties’ collusion led
Navistar to select Sturman Engine Systems, Inc. and another company, instead of Caterpillar, to develop and manufacture the G2 fuel
system.
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On May 7, 2002, International Truck and Engine Corporation (International) commenced an action against Caterpillar in the Circuit Court of
DuPage County, lllinois that alleges Caterpillar breached various aspects of a long-term agreement term sheet. In its fourth amended
complaint, International seeks a declaration from the court that the term sheet constitutes a legally binding contract for the sale of heavy-duty
engines at specified prices through the end of 2006, alleges that Caterpillar breached the term sheet by raising certain prices effective
October 1, 2002, and also alleges that Caterpillar breached an obligation to negotiate a comprehensive long-term agreement referenced in
the term sheet. International further claims that Caterpillar improperly restricted the supply of heavy-duty engines to International from June
through September 2002, and claims that Caterpillar made certain fraudulent misrepresentations with respect to the availability of engines
during this time period. International seeks damages "in an amount to be determined at trial" and injunctive relief. Caterpillar filed an
answer denying International's claims and has filed a counterclaim seeking a declaration that the term sheet has been effectively terminated.
Caterpillar denies International's claims and will vigorously contest them. On September 24, 2003, the Appellate Court of lllinois, ruling on
an interlocutory appeal, issued an order consistent with Caterpillar's position that, even if the court subsequently determines that the term
sheet is a binding contract, it is indefinite in duration and was therefore terminable at will by Caterpillar after a reasonable period. Caterpillar
anticipates that a trial currently scheduled to begin in the first quarter of 2005 will address all remaining issues in this matter. This matter is
not related to the breach of contract action brought by Caterpillar against Navistar currently pending in the Circuit Court of Peoria County,
[llinois.

The EU is imposing retaliatory tariffs on certain U.S. origin goods as a result of a WTO decision that found the extraterritorial income
exclusion (ETI) provisions of the FSC Repeal and Extraterritorial Income Exclusion Act of 2000 constituted a prohibited export subsidy.
These tariffs, which began in March of 2004 at 5 percent, have increased 1 percentage point per month and would increase to 17 percent
after one year. Given the makeup of the final retaliation list, some Caterpillar parts and components are subject to these tariffs. We do not
believe these tariffs will materially impact our financial results. The company has production facilities in the EU, Russia, Asia, and South
America. Products sold into the EU from these plants are not affected by this retaliatory tariff. The American Jobs Creation Act of 2004
(Act), enacted on October 22, 2004, phases-out the ETI provisions. As a result, the EU announced that it plans to end the retaliatory
sanctions pending the outcome of a WTO review to determine whether certain provisions of the Act are compliant with the ruling against the
FSC/ETI regime. The sanctions are not expected to be lifted officially until January 1, 2005.

4. Inventories

Inventories (principally "last-in, first-out" method) comprise the following:

(Millions of dollars) September 30, December 31,
2004 2003
RAW MALEHAIS ......cvocvvcvvieciieciee ettt $ 1,493 $ 1,105
WOTK-INPrOCESS ...ttt 691 377
FINISNEA GOOTS ... e 2,131 1,381
SUPPIIES vttt et sttt 194 184
TOtAl INVENLOTIES .....vvccvvvveciviecice sttt $ 4,509 $ 3,047

5. Intangible Assets and Goodwill
A. Intangible Assets

Intangible assets are comprised of the following:

(Millions of dollars) September 30, December 31,
2004 2003
INtEllECtUAl PTOPEIY ........cvverevieciiie it $ 203 $ 126
PenSioN-related ..........ocuiieee s 157 157
OFRET bbb 73 -
Total intangible @SSEtS — GroSS........ccerieeerrieiriereieree e 433 283
Less: Accumulated amortization of finite lived intangible assets..........c.cccovvvvennee. (72) (44)
Intangible @SSETS — NBL ........cccivveiiccieiece s $ 361 $ 239
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During the third quarter of 2004 we acquired finite lived intangible assets of $130 million. (See Note 13 for details on the acquisition of these
assets.) Amortization expense for the three and nine months ended September 30, 2004 was $5 million and $16 million, respectively.
Amortization expense for the three and nine months ended September 30, 2003 was $6 million and $10 million, respectively. Amortization
expense related to intangible assets is expected to be:

(Millions of dollars)

2004 2005 2006 2007 2008 Thereafter
$ 21 $ 20 $ 19 $ 16 $ 14 $ 128
B. Goodwill

During the third quarter of 2004 we acquired assets with related goodwill of $55 million. (See Note 13 for details on the acquisition of these
assets.) No goodwill was impaired or disposed of during the three or nine month periods ended September 30, 2004. No goodwill was
acquired or impaired during the three or nine month periods ended September 30, 2003. During the third quarter of 2003 we disposed of
assets with related goodwill of $3 million.

6. Unconsolidated Affiliated Companies

Our investment in affiliated companies accounted for by the equity method consists primarily of a 50 percent interest in Shin Caterpillar
Mitsubishi Ltd. (SCM) in Japan. Combined financial information of the unconsolidated affiliated companies accounted for using the equity
method (generally on a three month lag, e.g., SCM results reflect the periods ending June 30) was as follows:

Results of Operations Results of Operations
Three Months Ended Nine Months Ended
September 30, September 30,

(Millions of dollars) 2004 2003 2004 2003
SAIES .o s $ 986 $ 805 $ 2,699 $ 2,261
Cost Of SAIES ... 743 624 2,070 1,765
GrOSS PrOfit.....veeceeereereereereereireeceseeneeneeseeseeeens $ 243 $ 181 $ 629 $ 496
Profit (I0SS) c..vveveeecreeneeneeneeneereese e eeseseees $ 35 $ 17 $ 81 $ 27
Caterpillar's profit (I10SS).......ccccvereerierrrerriene. $ 17 $ 7 $ 37 $ 11

Financial Position

September 30, December 31,
(Millions of dollars) 2004 2003
Assets:
CUITENE ASSELS ...vvvvveceriicissies ettt ess st $ 1,623 $ 1,494
Property, plant and equipment - Nt ............ccooevieirecese e, 1,036 961
OFhEr @SSEES ... 187 202
2,846 2,657
Liabilities:
CUITENt IADIIHIES .....cvoveevceee e 1,402 1,247
Long-term debt due after one year..........ccoveeviieeiscceiscecsece e 286 343
Other IADIHIES .......v.evvreeceeee e 222 257
1,910 1,847
OWNEISNID ...ttt ettt sttt $ 936 $ 810
Caterpillar's investment in unconsolidated affiliated companies
Investment in equity method COMPENIES ...........ccceevevuciveersieiesiesee e, $ 470 $ 432
Plus: Investment in cost method COMPanIes ...........cccevverecceeevc e 369 368
Total investment in unconsolidated affiliated companies ............cccococevvicnniee. $ 839 $ 800
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7. Segment Information

Caterpillar is organized based on a decentralized structure that has established accountabilities to continually improve business focus and
increase our ability to react quickly to changes in both the global business cycle and competitors' actions. Our current structure uses a
product, geographic matrix organization comprised of multiple profit center and service center divisions.

We have developed an internal measurement system, which is not based on generally accepted accounting principles (GAAP), that is
intended to motivate desired behavior and drive performance rather than measure a division's contribution to enterprise results. It is the
comparison of actual results to budgeted results that makes our internal reporting valuable to management. Consequently, we believe that
segment disclosure based on Statement of Financial Accounting Standards No. 131 (SFAS 131) "Disclosures about Segments of an
Enterprise and Related Information" has limited value to our external readers. As a result, in addition to the required SFAS 131 compliant
segment information presented below, we are continuing to disclose GAAP-based financial results for our three lines of business (Machinery,
Engines, and Financial Products) in our Management's Discussion and Analysis beginning on page 24.

We made several changes to our segment reporting methodologies in the first quarter of 2004. Most notable are a change in the current cost
methodology used to value inventory and cost of sales and a change in the manner that interest expense is charged to profit centers. In
addition, certain corporate costs that were charged to segments in prior years are now reported as reconciling items. Prior year amounts
have been restated to conform to the new methodology.

Business Segments
Three Months Ended September 30,
(Millions of dollars)

Machinery and Engines

Construction Latin North Financing &
Asia/Pacific & Mining EAME  America Power America Insurance =~ Consolidated

2004 Marketing Products  Marketing Marketing  Products  Marketing All Other Total Services Total
External sales and revenues .. $ 486 $§ 143 $ 956 $ 499 § 2344 § 2289 $§ 399 $§ 7116 § 568 $ 7,684
Intersegment sales

& FEVENUES ...ovvvveeerreerrernne 191 3,062 823 210 2,265 105 676 7,332 - 7,332
Total sales and revenues........ $ 677 $ 3,205 $ 1779 § 709 § 4609 $ 2394 $ 1075 $ 14448 § 568 § 15,016
Accountable profit (10ss) .......... $ 20 § 252 $ 62 $ 45§ M1 $ 13 § 185 § 788 § 125 § 913
Accountable assets at

September 30, 2004 ........... $ 587 § 2,584 $ 1203 § 720 § 385 § 32§ 3331 § 12312 § 22639 § 34,951
2003

External sales and revenues ... $ 344 $ 68 $ 747 $ 290 §$ 1711 $ 1612 $§ 281 § 5053 §$ 512 $ 5,565
Intersegment sales &

TEVENUES ....ocvverevererreaernes 105 2,163 559 142 1,668 60 659 5,356 1 5,357
Total sales and revenues........ $ 449 § 2,231 $ 1306 $§ 432 $§ 3379 § 1672 § 940 $§ 10409 $ 513 § 10,922
Accountable profit (l0ss) .......... $ 21§ 62 $§ 25 8 2 3 19 § 82 § 9 3 325§ 92 $ 423
Accountable assets at

December 31, 2003 ............ $ 627 $ 2,190 $ 1018 $ 692 $ 3710 $ 293 $ 2537 § 11067 $§ 20235 § 31,302

Business Segments
Nine Months Ended September 30,
(Millions of dollars)

Machinery and Engines

Construction Latin North Financing &
Asia/Pacific & Mining EAME  America Power America Insurance ~ Consolidated
2004 Marketing Products  Marketing Marketing  Products  Marketing All Other Total Services Total
External sales and revenues ... $ 1584 § 438 $ 2843 § 1265 § 6211 § 6722 § 1076 $ 20139 $§ 1,745 § 21884
Intersegment sales &
TEVENUES ...coovvvereeererirneenn 445 8,993 2,606 661 6,269 282 1,922 21,178 1 21,179

Total sales and revenues........ $ 2,029 $ 9,431 $ 5449 § 1926 $ 12480 $ 7,004 $ 2998 § 41317 § 1,746 § 43,063
Accountable profit (loss) .......... $ 107 $ 885 $ 289 § 142§ 215§ 345 § 503 § 2486 § 344 § 2830
Accountable assets at

September 30, 2004 ........... $ 587 $ 2,584 $ 1203 $ 720§ 3855 § 32 § 3331 § 12312 § 22639 § 34,951
2003

External sales and revenues .. $ 1134 § 179 $ 2349 § 808 $ 4804 $ 482 $§ 799 § 14895 § 1490 $§ 16,385
Intersegment sales &
TEVENUES .....ocevevereeverreaernes 271 6,557 1,746 380 4,699 173 1,886 15,712 1 15,713

Total sales and revenues........ $ 1405 $ 6,736 $ 409 $ 118 § 9503 § 4995 § 268 $ 30607 $§ 1491 § 32,098
Accountable profit (I0ss) .......... $ 95 § 348 § 177§ 59 § (30) $ 203 $ 275 § 1127 § 258§ 1385
Accountable assets at

December 31,2003 ............ $ 627 § 2,190 $ 1,018 692 $§ 3710 § 293 § 2537 $ 11067 $ 20235 $ 31302
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Reconciliation of Sales & Revenues:

(Millions of dollars) Machinery Financing &
and Insurance Consolidating Consolidated
Engines Services Adjustments Total

Three Months Ended September 30, 2004:
Total external sales and revenues from

DUSINESS SEGMENIS........vveiveecirricieeiere s $ 7,116 $ 568 $ - $ 7684
(13T OO 59 (142) 481 (35)
Total sales and rEVENUES...........c.ocevcvveeeereeeseeeeeee e $ 7175 $ 426 $ 48 $ 7649
Three Months Ended September 30, 2003:

Total external sales and revenues from

bUSINESS SEGMENTS........cvvcvereieieceereeeece e $ 5,053 $ 512 $ - $ 5565
131 59 (33) (46)! (20)
Total sales and reVENUES............cocvvvveeeeeeseeeeeereeinae $ 5112 $ 479 $ (46) $ 5545
! Elimination of Financial Products revenues from Machinery and Engines
Reconciliation of Sales & Revenues:

(Millions of dollars) Machinery Financing &
and Insurance Consolidating Consolidated
Engines Services Adjustments Total
Nine Months Ended September 30, 2004:
Total external sales and revenues from

buSINESS SEIMENTS.........ooceececrcreeie e, $ 20,139 $ 1745 $ - $ 21884
OFh I ., 138 (204) (138)" (204)
Total sales and reVENUES..........cc.ocuveeevreveerersrereenenes, $ 20277 $ 1,54 $  (138) $ 21680
Nine Months Ended September 30, 2003:

Total external sales and revenues from

busiNess SEgMENS..........ccvvveveerereieree e, $ 14,895 $ 1,490 $ - $ 16,385
131 TR 142 (96) (133) (87)
Total sales and revenues............cccouceveeeereevereesesrseneen, $ 15,037 $ 1,39 $ (133 $ 16,298

! Elimination of Financial Products revenues from Machinery and Engines
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Reconciliation of Profit Before Taxes: Machinery Financing &
(Millions of dollars) and Insurance Consolidated
Engines Services Total
Three Months Ended September 30, 2004:
Total accountable profit from business segments.........c.cccocvveencee $ 788 $ 125 $ 913
COrPOrate COSES......verreieirerirereere et (141) - (141)
L2 1ToJOOOOOPRTRTRON (24) (24)
Methodology differences:
Inventory/cost 0f SAlES .........coeerireerereseee - -
Postretirement benefit expense ... (62) (62)
FiNaNCING COSES .......cuvvuvieeieireieereree e 9 9
Equity in profit of unconsolidated affiliated companies......... (17) (17)
CUITENCY ..ot (6) - (6)
Other methodology differences...........ccvvenenicnenieinen. (21) 19 (2)
OtNET ..ottt )] - 0]
Total profit DEfOre taXeS .......ocurrereereerereeeeesec e $ 519 $ 144 $ 663
Three Months Ended September 30, 2003:
Total accountable profit from business segments...........cccccoevveneee $ 325 $ 98 $ 423
COrpOrate COSES......uivirriiriieieireie e (163) - (163)
TIMING coviee et 41 41
Methodology differences:
Inventory/cost 0f SAlES .........c.ocvereriererese e 8 8
Postretirement benefit expense ..., (36) (36)
FiNaNCING COSES .......cuvvuevierieircire e 1 - 11
Equity in profit of unconsolidated affiliated companies ........ (5) (2) (7)
CUITENCY ..o (6) - (6)
Other methodology differences.........c.ccvveneninneenininenn. (7 7 -
OHNET ..ot 13 - 13
Total profit Defore taxes .........coovrerrerrenrerererereseresee e $ 181 $ 103 $ 284
Reconciliation of Profit Before Taxes: Machinery Financing &
(Millions of dollars) and Insurance Consolidated
Engines Services Total
Nine Months Ended September 30, 2004:
Total accountable profit from business segments..........ccccocereecen. $ 2,486 $ 344 $ 2,830
COrPOrate COSES. ...ttt (404) - (404)
THMING ettt (113) (113)
Methodology differences:
INventory/cost Of SAlES ..........cvrrrirereree e, (54) (54)
Postretirement benefit expense ..........cooccveveenivieninies (209) (209)
FiNaNCING COSES ......ccuvvieiriiiicri e 35 - 35
Equity in profit of unconsolidated affiliated companies ............ (35) (2) (37)
CUITENCY .ttt s (39) - (39)
Other methodology differences...........ocvvvenenieneneeneneen, (63) 35 (28)
OHNET ..ottt 15 - 15
Total profit DEfOre taXeSs ... reeererrerreeeceree et $ 1,619 $ 377 $ 1,996
Nine Months Ended September 30, 2003:
Total accountable profit from business segments..............cc.ccunvee. $ 1,127 $ 258 $ 1,385
COrPOrate COSES......vurrrierrriiiereeirereeeie e (346) - (346)
TIMING ¢t 28 28
Methodology differences:
Inventory/cost Of SAlES ..o (3) (3)
Postretirement benefit expense ..........cooevevevrinenieninienns (122) (122)
FINANCING COSES ......vvevieireiierc e 55 - 55
Equity in profit of unconsolidated affiliated companies............. (7) (4) (11)
CUITENCY .t (7) - (7)
Other methodology differences...........ocovevenenieneninneneen, (16) 27 11
OHNET ..ottt 22 - 22
Total profit DEfOre taXES .......coverrereereereereree e $ 731 $ 281 $ 1,012




Reconciliation of Assets:

(Millions of dollars) Financing &
Machinery Insurance Consolidating Consolidated
and Engines Services Adjustments Total
September 30, 2004:
Total accountable assets from business segments ...... $ 12,312 $ 22,639 $ - $ 34,951
Items not included in segment assets:
Cash and short-term investments...........cccocccoeenenee. 241 176 - 417
Intercompany trade receivables...........ccccovvnerneene 360 181 (553) (12)
Investment in affiliated companies...........cccooeoeeeee. 334 - (1) 333
Investment in Financial Products.............c.ccovvieenee. 2,809 - (2,809) -
Deferred income taxes and prepaids..........cccccovuenee. 2,452 87 (242) 2,297
Intangible assets and other assets ..........cccccoveuveeee 1,937 - - 1,937
Service center assets.......ooverrrneernee e, 925 - - 925
Liabilities included in segment assets.........ccccooeeunenee. 1,147 - - 1,147
Inventory methodology differences.........ccocoovnievinenee (2,168) - - (2,168)
OthET e 602 - (35) 567
Total @SSELS....cvvvereiierie e, $§ 20,951 $§ 23,083 $  (3640) $ 40,394
December 31, 2003:
Total accountable assets from business segments ...... $ 11,067 $ 20,235 $ - $ 31,302
Items not included in segment assets:
Cash and short-term investments...........c.ccccooeneenne. 220 122 - 342
Intercompany trade receivables...........c.cooeeviernnen. 572 397 (969) -
Investment in affiliated companies............cc.ccccvvnnen. 325 - - 325
Investment in Financial Products.............cccovevennnee. 2,547 - (2,547) -
Deferred income taxes and prepaids...............ccu..ee. 2,736 77 (228) 2,585
Intangible assets and other assets ............ccccouevnnen. 1,874 - - 1,874
Service Center assets........oovirereenienenieseeenn, 895 - - 895
Liabilities included in segment assets...........cccvvvevenee. 925 - - 925
Inventory methodology differences..........cccovveverrvnnee. (2,035) - (2,035)
OtET s 84 168 - 252
TOtAl @SSELS.......vveeveeeeeereee e $ 19,210 $ 20,999 $  (3744) $ 36,465

8. Available-For-Sale Securities

Caterpillar Insurance and Caterpillar Investment Management, Ltd. had investments in certain debt and equity securities at September 30,
2004 that have been classified as available-for-sale in accordance with Statement of Financial Accounting Standards No. 115 (SFAS 115)
and recorded at fair value based upon quoted market prices. These fair values are included in "Other Assets" in the Statement of Financial
Position. Unrealized gains and losses arising from the revaluation of available-for-sale securities are included, net of applicable deferred
income taxes, in equity ("Accumulated other comprehensive income" in the Statement of Financial Position). Realized gains and losses on
sales of investments are determined using the specific identification method for debt instruments and the FIFO method for equity
securities. Realized gains and losses are included in "Other income (expense)" in the Statement of Results of Operations.

September 30, 2004

Unrealized

Pretax Net
(Millions of dollars) Cost Basis Gains (Losses) Fair Value
GOovernMENt Ebt ..........oceeuevcercieieeee e $ 233 $ (1) $ 232
Corporate bonds .........ccccevvceiiesee e 331 1 332
EqQUIity SECUMEIES ...vuvvcvvecrece s 206 10 216
TOtAl e $ 770 $ 10 $ 780
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December 31, 2003

Unrealized
Pretax Net
(Millions of dollars) Cost Basis Gains (Losses) Fair Value
Government debt ..o $ 102 $ - $ 102
Corporate bonds 288 3 291
Equity securities 191 21 212
TOtAl oo $ 581 $ 24 $ 605
Investments in an unrealized loss position that are not other-than-temporarily impaired:
September 30, 2004
Less than 12 months () More than 12 months (! Total
Fair Unrealized Fair Unrealized Fair Unrealized
(Millions of dollars) Value Losses Value Losses Value Losses
Government debt................ $ 124 $ 1 $ 8 $ - $ 132 $ 1
Corporate bonds................. 132 1 34 2 166 3
Equity securities ................ 79 3 - - 79 3
Total e $§ 335 $ 5 $ 42 $ 2 § 37 $ 7

() Indicates length of time that individual securities have been in a continuous unrealized loss position.

The fair value of the available-for-sale debt securities at September 30, 2004, by contractual maturity, is shown below. Expected
maturities will differ from contractual maturities because borrowers may have the right to prepay and creditors may have the right to call
obligations.

(Millions of dollars) Fair Value
DUE N ONE YEAI OF IESS ...ttt $ 19
Due after one year through fiVe YEAIS..........oce b $ 265
Due after five years through ten years $ 36
DN TCI i Y R =Y [OOSR $ 244

Proceeds from sales of investments in debt and equity securities during the three and nine months ended September 30, 2004 were $208
million and $343 million, respectively. Proceeds were $201 million and $280 million for the three and nine months ended September 30,
2003, respectively. Gross gains of $2 million and $5 million and gross losses of $2 million and $5 million were included in current earnings
for the three and nine months ended September 30, 2004, respectively. Gross gains of $3 million and gross losses of $1 million were
included in current earnings for the three and nine months ended September 30, 2003, respectively.

In accordance with the application of SFAS 115, we recognized pretax charges of $8 million and $32 million for "other than temporary"
declines in the market value of securities in the Cat Insurance investment portfolio for the three and nine months ended September 30,
2003, respectively. These charges were accounted for as realized losses and were included in "Other income (expense)" in the Statement
of Results of Operations. The cost basis of the impacted securities were adjusted to reflect these charges. No such charges were
recognized through the first nine months of 2004.

9. Derivative Instruments and Hedging Activities

Our earnings and cash flow are subject to fluctuations due to changes in foreign currency exchange rates, interest rates and commodity
prices. Our "Risk Management Policy" (policy) allows for the use of derivative financial instruments to prudently manage foreign currency
exchange rate, interest rate and commodity price exposure. Our derivative activities are subject to the management, direction and control
of our Financial Officers. Risk management practices, including the use of financial derivative instruments, are presented to the Audit
Committee of the Board of Directors at least annually.
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Foreign Currency Exchange Rate Risk

Foreign currency exchange rate movements create a degree of risk by affecting the U.S. dollar value of sales made and costs incurred in
foreign currencies. Movements in foreign currency rates also affect our competitive position as these changes may affect business
practices and/or pricing strategies of non-U.S. based competitors. Additionally, we have balance sheet positions denominated in foreign
currency thereby creating exposure to movements in exchange rates.

Our Machinery and Engines operations purchase, manufacture and sell products in many locations around the world. As we have a
diversified revenue and cost base, we manage our future foreign currency cash flow exposure on a net basis. We use foreign currency
forward and option contracts to manage unmatched foreign currency cash inflow and outflow. Our objective is to minimize the risk of
exchange rate movements that would reduce the U.S. dollar value of our foreign currency cash flow. Our policy allows for managing
anticipated foreign currency cash flow for up to four years.

We generally designate as cash flow hedges at inception of the contract any Australian dollar, Brazilian real, British pound, Canadian
dollar, euro, Japanese yen, Mexican peso or Singapore dollar forward or option contracts that exceed 90 days in duration. Designation is
performed on a specific exposure basis to support hedge accounting. The remainder of Machinery and Engines foreign currency contracts
are undesignated. As of September 30, 2004, $62 million of deferred net gains included in equity (“Accumulated other comprehensive
income” in the Statement of Financial Position) are expected to be reclassified to current earnings (“Other income (expense)’) over the
next twelve months when earnings are negatively affected by the hedged transactions. As of September 30, 2003, this projected
reclassification was a gain of $23 million. These amounts are based on September 30, 2004 and September 30, 2003 exchange rates,
respectively. The actual amount recorded in other income/expense will vary based on exchange rates at the time the hedged transactions
impact earnings. There were no circumstances where hedge treatment was discontinued during the three or nine month periods ended
September 30, 2004 or 2003.

In managing foreign currency risk for our Financial Products operations, our objective is to minimize earnings volatility resulting from
conversion and the remeasurement of net foreign currency balance sheet positions. Our policy allows the use of foreign currency forward
contracts to offset the risk of currency mismatch between our receivables and debt. All such foreign currency forward contracts are
undesignated.

Gains / (losses) included in current earnings [Other income (expense)] on undesignated contracts:

Three Months Ended
September 30,
(Millions of dollars) 2004 2003
Machinery and Engines:
On undesignated CONTACES ...........c.eeuvivcieeieie et $ - $ 1
Financial Products:
On Undesignated CONTACES ...........cccuvivciieeieie et $ 2 $ (@21

Gains / (losses) included in current earnings [Other income (expense)] on undesignated contracts:

Nine Months Ended

September 30,
(Millions of dollars) 2004 2003
Machinery and Engines:
On Undesignated CONTACES ..........ccevvcvecieieie et $ () $ 5
Financial Products:
On Undesignated CONTACES ..........cc.evvcvecieicie et $ 19 $ (™)

Gains and losses on the Financial Products contracts above are substantially offset by balance sheet remeasurement and conversion
gains and losses.
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Interest Rate Risk

Interest rate movements create a degree of risk by affecting the amount of our interest payments and the value of our fixed rate debt. Our
policy is to use interest rate swap agreements and forward rate agreements to manage our exposure to interest rate changes and lower
the cost of borrowed funds.

Machinery and Engines operations generally use fixed rate debt as a source of funding. Our objective is to minimize the cost of borrowed
funds. Our policy allows us to enter into fixed-to-floating interest rate swaps and forward rate agreements to meet that objective with the
intent to designate as fair value hedges at inception of the contract all fixed-to-floating interest rate swaps. Designation as a hedge of the
fair value of our fixed rate debt is performed to support hedge accounting. During 2001, our Machinery and Engines operations liquidated
all fixed-to-floating interest rate swaps. Deferred gains on liquidated fixed-to-floating interest rate swaps, which were previously designated
as fair value hedges, are being amortized to earnings ratably over the remaining life of the hedged debt. We designate as cash flow
hedges at inception of the contract all forward rate agreements. Designation as a hedge of the anticipated issuance of debt is performed to
support hedge accounting. Machinery and Engines forward rate agreements are 100 percent effective.

Financial Products operations have a "match funding" objective whereby, within specified boundaries, the interest rate profile (fixed rate or
floating rate) of their debt portfolio matches the interest rate profile of their receivables. In connection with that objective, we use interest
rate derivative instruments to modify the debt structure to match the receivable portfolio. This "match funding" reduces the volatility of
margins between interest-bearing assets and interest-bearing liabilities, regardless of which direction interest rates move. We also use
these instruments to gain an economic and/or competitive advantage through lower cost of borrowed funds. This is accomplished by
changing the characteristics of existing debt instruments or entering into new agreements in combination with the issuance of new debt.

Our policy allows us to use floating-to-fixed, fixed-to-floating, and floating-to-floating interest rate swaps to meet the "match funding"
objective. To support hedge accounting, we designate fixed-to-floating interest rate swaps as fair value hedges of the fair value of our fixed
rate debt at inception of the contract. Financial Products policy is to designate most floating-to-fixed interest rate swaps as cash flow
hedges of the variability of future cash flows at inception of the contract. During 2002, our Financial Products operations liquidated four
fixed-to-floating interest rate swaps. As a result, the fair value adjustment of the original debt is being amortized to earnings ratably over
the remaining life of the hedged debt.

Gains / (losses) included in current earnings [Other income (expense)]:

Three Months Ended
September 30,
(Millions of dollars) 2004 2003
Fixed-to-floating interest rate swaps
Machinery and Engines:
Gain/(10ss) On lIQUIdALE SWAPS .......cvvevvciriiciiiciese et $ 1 $ 1
Financial Products:
Gain/(loss) on designated interest rate derivatives ...........cccoeenieienenieneee e 42 1
Gain/(loss) on hedged debt (1)
$ 1
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Gains / (losses) included in current earnings [Other income (expense)]:

Nine Months Ended
September 30,
(Millions of dollars) 2004 2003
Fixed-to-floating interest rate swaps
Machinery and Engines:

Gain/(10ss) On lIQUIdALE SWAPS .......cvvcvviiriiciiecie st $ 3 $ 5
Financial Products:
Gain/(loss) on designated interest rate derivatives ............ccoevenieieneinienecne e 3 9
Gain/(10ss) on hedged debt ..o (3) 9)
Gain/(loss) on liquidated swaps — included in interest expense .........cooevereerieneninien, 1 1
$ 4 $ 6

As of September 30, 2004 and 2003, $10 million and $21 million, respectively, of deferred net losses included in equity (“Accumulated
other comprehensive income” in the Statement of Financial Position), related to Financial Products floating-to-fixed interest rate swaps, is
expected to be reclassified to current earnings (“Interest expense of Financial Products”) over the next twelve months.

The reclassification of the remaining deferred amount to current earnings ("Other income (expense)") will occur over a maximum of 27
years. There were no circumstances where hedge treatment was discontinued during the three or nine month periods ended September
30, 2004 or 2003.

Commaodity Price Risk
Commodity price movements create a degree of risk by affecting the price we must pay for certain raw material. Our policy is to use
commodity forward and option contracts to manage the commodity risk and reduce the cost of purchased materials.

Our Machinery and Engines operations purchase aluminum, copper and nickel embedded in the components we purchase from suppliers.
Our suppliers pass on to us price changes in the commodity portion of the component cost.

Our objective is to minimize volatility in the price of these commodities. Our policy allows us to enter commodity forward and option
contracts to lock in the purchase price of the commodities within a four-year horizon. All such commodity forward and option contracts are
undesignated. Gains on the undesignated contracts of $6 million and $11 million were recorded in current earnings ("Other income
(expense)") for the three and nine months ended September 30, 2004. Gains on the undesignated contracts of $7 million and $8 million
were recorded in current earnings ("Other income (expense)") for the three and nine months ended September 30, 2003.

10. Guarantees and product warranty

We have guaranteed to repurchase loans of certain Caterpillar dealers from the Dealer Capital Asset Trust (DCAT) in the event of default.
These guarantees arose in conjunction with Cat Financial's relationship with third party dealers who sell Caterpillar equipment. These
guarantees have terms ranging from one to four years and are secured primarily by dealer assets. At September 30, 2004 and December
31, 2003 amounts outstanding under these guarantees were $364 million and $380 million, respectively. The related book value was $10
million and $5 million at September 30, 2004 and December 31, 2003, respectively.

Our product warranty liability is determined by applying historical claim rate experience to the current field population and dealer inventory.
Effective in the third quarter 2004, we revised our process to utilize more detailed claim rates by product. This provides more
comprehensive information for management. This change did not have a material impact on our financial statements.

(Millions of dollars) 2004
Warranty TaDility, JANUAIY 1 .............coocvveereieeceieesssie s $ 622
PAYMENTS ...t bbb (389)
PrOVISION fOr WAITANTY ..ot bbb 497
251
$ 755

' Additions due to acquisitions
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(Millions of dollars) 2003

Warranty Tability, JANUAIY 1 ............ccoorvveeriieeeceiiesesie s $ 693
PAYMENTS ...t (484)
PrOVISION fOr WAITANTY .......vvcieiieciieeie ettt ettt sttt nns 413
Warranty liability, DECEMDET 37 ..ot bbb $ 622

11. Computations of Profit Per Share

Three Months Ended
September 30,

(Dollars in millions except per share data) 2004 2003
[ Profit for the PErOA (A): ...ttt eneseseaes $ 498 § 222
IIl.  Determination of shares (millions):

Weighted average number of common shares outstanding (B) ..........cccovvevrvenee. 341.8 346.3

Shares issuable on exercise of stock options, net of shares assumed

to be purchased out of proceeds at average market price ..........ccoocvvvrevennen. 11.2 9.8

Average common shares outstanding for fully diluted computation (C) .................. 353.0 356.1
lIl.  Profit per share of common stock:

Assuming NO dilUtION (A/B) ......veurieeeeeeereeereeneeeeereeseese et seeenennes $ 1.45 $ 064

Assuming full dIIULON (A/C)......overrreeercereireeereereeece et seessseeenenees $ 1.41 $ 062

Nine Months Ended
September 30,

(Dollars in millions except per share data) 2004 2003
l. Profit for the PEHOT (A): ...ttt enenes $ 1484 § 750
[l Determination of shares (millions):

Weighted average number of common shares outstanding (B) ..........cccococeevverinee. 342.3 345.1

Shares issuable on exercise of stock options, net of shares assumed

to be purchased out of proceeds at average market price ...........cccocevvrvreninen, 11.9 3.9

Average common shares outstanding for fully diluted computation (C) ................... 354.2 349.0
lIl.  Profit per share of common stock:

AsSUMING NO AIlUON (A/B) ....c.ceueerereereiieeeeeree e esesees e $ 434 $ 217

Assuming full dIULON (AJC) ....ceeeeeeeeeeeeereeeee ettt $§ 419 $ 215

Stock options to purchase 8,973,264 shares of common stock at a weighted average price of $77.28 were outstanding as of September
30, 2004, but were not included in the computation of diluted profit per share because the options’ exercise price was greater than the
average market price of the common shares on September 30, 2004. In 2003, all stock options were included in the computation of
diluted profit per share.
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12. Postretirement Benefits

A. Pension and postretirement benefit costs

(Millions of Dollars)

U.S. Pension Non-U.S. Pension Other Postretirement
Benefits Benefits Benefits
September 30, September 30, September 30,
2004 2003 2004 2003 2004 2003
For the three months ended:
Components of net periodic benefit cost:
SEIVICE COSL....oucvviviivrcicieicie s $ 36 $ 30 $ 12 $ 1 $ 15 $ 17
INterest COSt.......ovieeeeiccccc e 137 139 22 21 58 75
Expected return on plan assets ...........ccvevierennes (178) (174) (24) (24) (19) (22)
Amortization of:
Net asset existing at adoption of SFAS 87........ - 1 1 - -
Prior service Cost (1) ....cocvevenenicnenieneien, 11 12 1 (12) (12)
Net actuarial 0SS (gain) ........cccoveeveerneerierneeneen. 35 7 9 4 3) 9
Total cost (benefit) included in results
Of OPErations ..........cccuevvvvecirereeeece e $ # § 14 § 22 $ 14 $ 39 $ 67
Weighted-average assumptions used to
determine net cost:
DiSCOUNE Fate .......cveeiceccee e 6.2% 7.0% 51% 54% 6.2% 7.0%
Expected return on plan assets............ccovvevniinninne 9.0% 9.0% 7.4% 71% 9.0% 9.0%
Rate of compensation increase............ccoovvevieineeenn. 4.0% 4.0% 3.2% 3.3% 4.0% 4.0%

(") Prior service costs are amortized using the straight-line method over the average remaining service period to the full retirement eligibility date of

employees expected to receive benefits from the plan amendment.

(Millions of Dollars)

U.S. Pension Non-U.S. Pension Other Postretirement
Benefits Benefits Benefits
September 30, September 30, September 30,
2004 2003 2004 2003 2004 2003
For the nine months ended:
Components of net periodic benefit cost:
SEIVICE COS.....vvuervereriecriiesiesieee e $ 108 $ 90 § 36 $ 32 $§ 49 § 51
INtErest COSE......vvvirirerre s 411 417 66 62 200 225
Expected return on plan assets ...........c.coccueunee, (519) (504) (72) (71) (55) (66)
Amortization of:
Net asset existing at adoption of SFAS 87....... - - 3 3 - -
Prior service cost (1) ..vvvverveeviieesiceenes 33 36 6 3 (36) (35)
Net actuarial 0SS (gain) ......cccoveevevrveeerriernnnens 105 21 27 1 35 27
Total cost (benefit) included in results
OF OPEIALIONS ....vvoveereeeeeeee e § 138 § 60 § 66 $ 40 § 193 § 202
Weighted-average assumptions used to
determine net cost:
Discount rate ........ccvveeeeeec e 6.2% 7.0% 51% 54% 6.2% 7.0%
Expected return on plan assets..........cccoevnernercnenenee 9.0% 9.0% 74% 71% 9.0% 9.0%
Rate of compensation increase...........ccoeveeerereererennen. 4.0% 4.0% 3.2% 3.3% 4.0% 4.0%

(") Prior service costs are amortized using the straight-line method over the average remaining service period to the full retirement eligibility date of

employees expected to receive benefits from the plan amendment.
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Our U.S. postretirement health care plans provide for prescription drug benefits. On December 8, 2003, the Medicare Prescription Drug,
Improvement and Modernization Act of 2003 (the Act) was signed into law. The Act introduces a prescription drug benefit under
Medicare (Medicare Part D) as well as a federal subsidy to sponsors of retiree health care benefit plans that provide a benefit that is at
least actuarially equivalent to Medicare Part D. In January 2004, the FASB issued FASB Staff Position No. 106-1 (FSP 106-1),
Accounting and Disclosure Requirements Related to the Medicare Prescription Drug, Improvement and Modernization Act of 2003. As
permitted by FSP 106-1, we made a one-time election to defer accounting for the effects of the Act pending further guidance from the
FASB.

In May 2004, the FASB issued FASB Staff Position No. 106-2 (FSP 106-2), which superseded FSP 106-1. FSP 106-2 provides
accounting guidance to employers that have determined that prescription drug benefits available under their retiree health care benefit
plans are at least actuarially equivalent to Medicare Part D. The FSP requires that the benefit attributable to past service be accounted
for as an actuarial gain and the benefit related to current service be reported as a reduction in service cost.

We have determined that most of our U.S. retiree health care plans are at least actuarially equivalent to Medicare Part D and will qualify
for the federal subsidy. In the third quarter of 2004, we adopted FSP 106-2 retroactive to December 31, 2003 (the period end that
includes the date of the Act's enactment) as permitted by the FSP. The impact was a reduction in our accumulated postretirement
benefit obligation of $284 million related to benefits attributed to past service. Because the federal subsidy is tax exempt, no tax was
provided for the benefit in the provision for income taxes. This lowered our estimated annual tax rate approximately one-half of a
percent. The reduction in the components of 2004 net periodic postretirement benefits expense was as follows:

2004
First Second Third Nine Months

(Millions of dollars) Quarter Quarter Quarter Ended Sept 30
SEIVICE COSE......cvvveecicicicie s $ 1 $ 1 $ 1 $ 3
Interest COSt......ovvrrrirree e 3 5 5 13
Amortization of actuarial gain..........c.cccccevvevennn, 4 8 9 21
Total reduction in net periodic

postretirement benefit cost ...........cccooverucnnn $ 8 $ 14 $ 15 $ 37

B. Defined contribution benefit costs

Total company costs related to U.S. and non-U.S. defined contribution plans were the following:

Three Months Ended
September 30,
(Millions of dollars) 2004 2003
ULS. PLANS ...ttt ettt st e ettt e st e et en et ee e $ 21 $ 26
NON-U.S. PLANS ..ottt sttt bbbt sttt bt 3 3
$ 24 $ 29

Nine Months Ended

September 30,
(Millions of dollars) 2004 2003
(RS TR F=T 2TOOTTT $ 74 $ 75
o T U ST = T ST 9 9
$ 83 $ 84
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13. Acquisitions

Parts and Accessories Distribution Business of MG Rover Ltd.

In August 2004, we acquired the global parts and accessories business of U.K. auto manufacturer MG Rover, a wholly owned subsidiary
of Phoenix Venture Holdings Limited, for $178 million, including $169 million at closing (subject to certain post-closing adjustments) and
a $9 million promissory note to be paid in 2006. The business acquired includes the sourcing, marketing, distribution and sale of
automotive service parts and accessories to MG Rover dealers, distributors, importers and other related customers worldwide.

The transaction, which was financed with available cash and commercial paper borrowings, was accounted for by the purchase method
of accounting and, accordingly, the results of the acquired business for the period from the acquisition date are included in the
accompanying consolidated financial statements and reported in the “All Other” segment. Net tangible assets acquired and liabilities
assumed of $73 million were recorded at their fair values. Finite-lived intangible assets acquired of $87 million relate primarily to
technology and trademark rights, and are being amortized on a straight-line basis over 15 and 20 years, respectively. Goodwill of $18
million represents the excess of cost over the fair value of net tangible and finite-lived intangible assets acquired. Assuming this
transaction had been made at January 1, 2004, the consolidated pro forma results for the third quarter and year-to-date would not be
materially different from reported results.

Williams Technologies, Inc.

In September 2004, we acquired Williams Technologies, Inc., a wholly owned subsidiary of Remy International, Inc., for $105 million,
subject to certain post-closing adjustments. Williams Technologies, Inc. is a leading remanufacturer of automatic transmissions, torque
converters and engines for automotive and medium and heavy-duty truck applications. This acquisition represents an expansion of our
remanufacturing operations into the automotive powertrain remanufacturing business.

The transaction, which was financed with available cash and commercial paper borrowings, was accounted for by the purchase method
of accounting and, accordingly, the results of the acquired business for the period from the acquisition date are included in the
accompanying consolidated financial statements and reported in the “All Other” segment. Net tangible assets acquired and liabilities
assumed of $25 million were recorded at their fair values. Finite-lived intangible assets acquired of $43 million relate primarily to
customer relationships, and are being amortized on a straight-line basis over 20 years. Goodwill of $37 million represents the excess of
cost over the fair value of net tangible and finite-lived intangible assets acquired. Assuming this transaction had been made at January
1, 2004, the consolidated pro forma results for the third quarter and year to date would not be materially different from reported results.
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

A. Overview

We reported record sales and revenues of $7.65 billion for the third quarter and record third-quarter profit of $498 million, or $1.41 per
share. Results for the nine months ended September 30 are the best in company history with sales and revenues of $21.68 billion and
profit of $1.48 billion, or $4.19 per share.

The year-to-date results reflect our unwavering focus on serving Caterpillar customers in a year that has continued to gain strength and
momentum. Our entire value chain is responding to the strongest recovery we've ever seen across the broad spectrum of markets we
serve. We will deliver record sales and profit this year.

Third-quarter sales and revenues were $7.65 billion, up $2.10 billion or 38 percent compared to $5.55 billion in the third quarter one year
ago. The increase in sales and revenues was driven by $1.83 billion of higher Machinery and Engines volume, $136 million of
increased Price Realization, a $102 million favorable impact of Currency on sales due primarily to the strengthening euro and British
pound and $41 million of higher Financial Products revenues.

Profit of $498 million or $1.41 per share was up $276 million or 124 percent compared to $222 million or $0.62 per share in the third
quarter of 2003. The main contributors to the profit increase were higher Sales Volume of $543 million, higher price realization of $136
million and the absence of a $55 million non-recurring bond retirement charge recorded in the third quarter of 2003. Partially offsetting
these favorable items were $371 million of higher Core Operating Costs.

We are encouraged by the improved operating profit generated from each of our major lines of business this quarter. Machinery profit
was up 78 percent, Engines was up 96 percent and Financial Products was up 40 percent.

While we're pleased with the profit improvement delivered this quarter, higher material costs and inefficiencies related to supply chain
bottlenecks affecting our global industry limited the profit pull-through we would expect to see with this strong sales growth. Looking
forward, continued global economic growth will likely sustain external cost pressures in the near term, but we are aggressively managing
this upturn with a determination to improve our cost structure.

We are drawing on the power of an engaged workforce and 6 Sigma process improvements to drive almost a 40 percent increase in our
machinery and engines physical production. This exemplifies the extraordinary efforts our team is making to satisfy customer demand
and maintain our industry leadership position.

We expect 2004 sales and revenues to be up about 30 percent and profit per share to be up 80 to 85 percent compared to 2003. This
outlook is in line with the projection issued on September 28, 2004.

While global economic growth in 2005 is expected to slow slightly from the robust levels we’ve experienced this year, the key sectors we
serve should continue to show solid growth next year. Our products are instrumental in increasing capacity in the mining, oil and gas,
North American on-highway truck and bus, and infrastructure development sectors.

Based on our preliminary outlook, we expect 2005 sales and revenues to be up about 10 percent from 2004 with record profit per share.

Note: Glossary of terms included on pages 38-39; first occurrence of terms shown in bold italics.
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B. Consolidated Results of Operations

THREE MONTHS ENDED SEPTEMBER 30, 2004 COMPARED WITH THREE MONTHS ENDED SEPTEMBER 30, 2003
SALES AND REVENUES

Consolidated Sales and Revenues Comparison
Third Quarter 2004 vs. Third Quarter 2003

8,000 - 41
536 136 102 7,649
7,500 4
£ 7,000 - 1289
s 1
£ 6,500 -
= 6,000 4 5545
5,000 - ‘ ‘
3Q 2003 Sales  Machinery Engine Price Currency Financial ~ 3Q 2004 Sales
& Revenues Volume Volume Realization Products & Revenues
Revenues

The chart above graphically illustrates reasons for the change in Consolidated Sales and Revenues between third quarter 2003 (at left)
and third quarter 2004 (at right). Items favorably impacting sales and revenues appear as upward stair steps with the corresponding
dollar amounts above each bar. Caterpillar management utilizes these charts internally to visually communicate with its Board and
employees.

Sales and Revenues
(Millions of dollars)

North Latin Asial
Total America EAME America Pacific
Three Months Ended September 30, 2004
MACHINENY ......ovooevvvrericeriee s $ 4,699 $ 2,597 $ 1,106 $ 422 S 574
ENGINES™ ... 2,476 1,100 747 214 415
Financial Products™ ... 474 336 81 25 32

$ 7649 $ 4033 $ 1934 $§ 661 $ 1,021

Three Months Ended September 30, 2003

MACRINETY .....cvvovvveeeeeree st $ 3,250 $ 1,760 $ 842 $ 230 $ 418
ENGINES™ ....oovieeiecee e 1,862 808 576 232 246
Financial Products™ ...........cccoevevvvveciinnn, 433 308 78 25 22

$ 5545 $ 2876 $  149% § 487 $ 686

* Does not include internal engine transfers of $471 million and $341 million in third quarter 2004 and third quarter 2003, respectively. Internal engine transfers are
valued at prices comparable to those for unrelated parties.

** Does not include revenues earned from Machinery and Engines of ($48) million and $46 million in third quarter 2004 and third quarter 2003, respectively.

Refer to table on page 28 for reconciliation of Machinery and Engine Sales by Geographic Region to External Sales by Marketing Segment.

Page 25



Machinery sales were $4.70 billion, 45 percent or $1.45 billion higher than in third quarter 2003. Sales volume increased 40 percent,
improved price realization accounted for about 3 percent and the favorable impact of currency added the remaining 2 percent. Volume
increased primarily due to a 23 percent increase in dealer deliveries to end users and an associated increase in dealer inventories. As
dealers respond to higher demand, their inventories typically increase since more machines are in transit to dealers and their customers.
The shipping pattern this quarter, with a concentration in the last half, further increased such inventories since dealers did not have
sufficient time to fully convert late-quarter shipments into deliveries. Even with those temporary increases, dealer inventories relative to
deliveries were almost a half month lower than a year earlier. In North America, sales increased 48 percent from third quarter 2003, 43
percent due to higher volume and the remainder due to improved price realization. The volume gain resulted from a 32 percent increase
in dealer deliveries and a comparable increase in dealer inventories. Low interest rates continued to benefit construction and higher coal
prices caused the recovery in coal production to accelerate. Sales in EAME increased 31 percent, with volume contributing about 24
percent, the favorable currency impact of a stronger euro accounting for about 5 percent and the remainder due to improved price
realization. The volume increase was concentrated late in the quarter, so its initial impact was to significantly increase dealer inventories
rather than deliveries. The economic environment was favorable; construction improved in Europe, and many countries in both
Africa/Middle East and the CIS continued to benefit from higher energy and metals prices. In Latin America, sales surged 83 percent
above third quarter 2003 sales, 78 percent due to higher volume and the remainder due to improved price realization. Dealers increased
deliveries 64 percent and their inventories increased in line with deliveries. As in the prior quarter, higher metals and coal prices led to
large gains in dealer deliveries into mining, and a strengthening of the economic recovery boosted construction. Sales in Asia/Pacific
increased 37 percent, largely due to volume. Dealers increased deliveries to end users 23 percent, requiring some increase in their
inventories. Deliveries in China were well below last year’s third quarter because the government limited development projects. That
decline was more than offset by much higher deliveries into mining in both Indonesia and Australia.

Engines sales were $2.48 billion, an increase of $614 million or 33 percent from third quarter 2003. Sales volume was up about 29
percent, the favorable impact of currency accounted for about 3 percent and improved price realization added about 1 percent.

Engine sales increased in North America, EAME and Asia/Pacific, and decreased in Latin America. The North America engine sales
gain of 36 percent was heavily impacted by a 57 percent increase in sales of on-highway truck engines, as improved industry health
drove a continuation of fleet expansion and replacement. Sales of engines to the electric power sector increased 34 percent compared
to last year’s third quarter benefiting from increased focus on high quality power for communication and data systems, as well as growth
in non-residential construction. Sales of engines to the industrial sector rose 56 percent, with increases in demand for nearly all types of
industrial original equipment manufacturers (OEMs) products and increased preference for Caterpillar engines. Sales of petroleum
engines rose 17 percent as deliveries of reciprocating engines for gas compression increased, along with renewed demand to maximize
production of existing wells. Sales of engines to the marine sector increased 19 percent due to continued demand for pleasure craft
engines. Engine sales rose 30 percent in EAME with strong increases in all sectors. Sales of engines into the electric power sector
increased 36 percent due to stronger demand for prime and cogeneration systems, Middle Eastern demand for large engines and power
modules, and favorable currency versus euro-based competition. Sales of engines to the petroleum sector increased 42 percent, due
primarily to increased sales of turbines and turbine-related services to support increases in petroleum investment. Engine sales in Latin
America decreased 8 percent, primarily due to the absence of a large turbine electric power project that occurred during third quarter
2003. Widespread economic growth in Asia/Pacific contributed to the 69 percent engine sales increase. Sales of engines into the
electric power sector more than doubled with gains in large prime and continuous power installations, rental fleet investments, and sales
to support ongoing demand in China driven by transmission constraints. Sales of petroleum engines increased 76 percent as exploration
and production increased in China, Indonesia and other areas. Marine engines sales increased 11 percent due to increased demand for
dredge equipment in support of construction growth, as well as offshore supply boats and pleasure craft.

Financial Products revenues were $474 million, an increase of $41 million or 9 percent from third quarter 2003. The increase was due

primarily to the favorable impact of $52 million from continued growth of Earning Assets, partially offset by a $14 million impact of lower
interest rates on new and existing finance receivables at Cat Financial.
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OPERATING PROFIT

Consolidated Operating Profit Comparison
Third Quarter 2004 vs. Third Quarter 2003
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The chart above graphically illustrates reasons for the change in Consolidated Operating Profit between third quarter 2003 (at left) and
third quarter 2004 (at right). Items favorably impacting operating profit appear as upward stair steps with the corresponding dollar
amounts above each bar, while items negatively impacting operating profit appear as downward stair steps with dollar amounts reflected
in parentheses above each bar. Caterpillar management utilizes these charts internally to visually communicate with its Board and
employees.

Higher sales volume in all regions and most industries resulted in a favorable operating profit impact of $543 million. Operating profit
was also favorably impacted by improved price realization of $136 million, improved profitability at Financial Products of $37 million and
the absence of $36 million of Non-Conformance Penalties (NCPs) that were recorded in the third quarter 2003.

Partially offsetting the favorable items were $371 million in higher core operating costs, a $56 million unfavorable impact of currency on
operating profit due primarily to the weakening of the dollar compared with the British pound and the Japanese yen and $24 million of
higher Retirement Benefits.

We continued to meet unprecedented customer demand and satisfy our customers in the third quarter, despite incurring additional core
operating costs to respond to the steep market upturn. The additional core operating costs reflect increases in manufacturing costs to
satisfy customer requirements and higher general support costs to meet demand. The incremental costs associated with higher material
costs resulting from steel surcharges and commodity price increases, higher freight and expediting costs to ensure timely delivery of
materials, manufacturing inefficiencies due to the steep ramp-up of production, and premiums due to supplier capacity restraints totaled
roughly $150 million. The remainder of the core operating cost increase is largely attributable to increased warranty expense as well as
planned spending on product development and general support programs. These unfavorable items were partially offset by ongoing cost
reductions resulting from hundreds of 6 Sigma projects.
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Operating Profit (Loss)
(Millions of Dollars)
Three months ended

September 30,
2004 2003
MACKINEIYT ..ottt bbb $ 426 $ 239
ENGINES .ttt 157 80
FINANCIAI PIOAUCES ..ot s 129 92
Consolidating AdJUSIMENTS?................c..cccoooririeiinisesis st (34) (26)
$ 678 $ 385

1 Caterpillar operations are highly integrated; therefore, the company uses a number of allocations to determine lines of business operating profit for
Machinery and Engines.

2 Consolidating adjustments consist of eliminations of transactions between Machinery and Engines and Financial Products.

Machinery operating profit of $426 million was up $187 million, or 78 percent, from third quarter 2003. The favorable impact of higher
sales volume and improved price realization was partially offset by higher core operating costs (as outlined above), the unfavorable
impact of currency and higher retirement benefits.

Engines operating profit of $157 million was up $77 million, or 96 percent, from third quarter 2003. The favorable impact of higher
sales volume, the absence of NCPs and improved price realization were partially offset by higher core operating costs (as outlined
above).

Financial Products operating profit of $129 million was up $37 million, or 40 percent, from third quarter 2003. The increase was
primarily due to a favorable impact from the growth of earning assets at Cat Financial and a favorable reserve adjustment at Cat
Insurance.

Reconciliation of Machinery and Engine Sales by Geographic Region to External Sales by Marketing Segment

Three months ended

September 30,

(Millions of Dollars) 2004 2003

North American GeographiCc REJION............c.cvevrieecreeieieieee et $ 3697 $ 2,568
Engine sales included in the Power Products segment............cccooevviieviceicensecseenns (1,100) (808)
Company owned dealer sales included in the All Other segment..........ccocvveevicricienrinnnn, (137) (97)
OBNI™ bbb (71) (51)
North American Marketing eXternal SalES ............c.covevueeereereurcercieeeesee e $ 2289 $ 1612
EAME Geographic Region $ 1,853 $ 1418
Power Products sales not included in the EAME Marketing segment .........cccocovvevvrininnnes (738) (446)
DN ettt (159) (225)
EAME Marketing eXternal SAlES............ccvvuevrcrriiereieeieiee st $ 956 $ 747
Latin America Geographic REGION ...t sesessesesesens $ 636 $ 462
Power Products sales not included in the Latin America Marketing segment ............cccc..... (214) (210)
0= OO OO 77 38
Latin America Marketing eXternal SAlES .............orueerurrrerrerneerneeneieeesee e $ 499 $ 290
Asia/Pacific GEOgraphiC REGION ..ot ssessssesesesseseseenes $ 989 $ 664
Power Products sales not included in the Asia/Pacific Marketing segment............cccocovneenee. (292) (247)
DN ettt 211) (73)
Asia/Pacific Marketing external SAlES ...........o.corrrrurrerrereerereeese st $ 486 $ 344

* Represents primarily external sales of the Construction and Mining Products and the All Other segments.
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OTHER PROFIT/LOSS ITEMS

Other incomel/expense was income of $45 million compared with expense of $40 million in third quarter 2003 for a favorable impact of
$85 million. The favorable change was due mainly to the absence of a $55 million non-recurring bond retirement charge recorded in the
third quarter of 2003.

Also, Caterpillar’s profit and cash flows are subject to fluctuation due to changes in foreign exchange rates. The company uses currency
forward and option contracts to reduce the impact of exchange rate changes. The result of this activity in the third quarter on Machinery
and Engines other income/expense was favorable $31 million. This reduced the net unfavorable impact of currency on profit before tax
to $25 million compared to third quarter 2003.

The provision for income taxes in the third quarter reflects an estimated annual tax rate of 27.5 percent for 2004. We are anticipating
a 27.5 percent rate for the full year compared to 27 percent in 2003 primarily due to a change in our geographic mix of profits, partially
offset by the change in retirement benefits discussed on page 42. The American Jobs Creation Act of 2004 (Act) was enacted on
October 22, 2004. Among other things, the Act repeals an export tax incentive provided under the FSC Repeal and Extraterritorial
Income Exclusion Act of 2000 beginning in 2005, creates a new deduction for qualified domestic production activities, and provides for a
temporary incentive to repatriate accumulated income earned abroad. It is unclear under FAS 109 whether the new deduction for
production activities will require a decrease in the enacted tax rate used to value a significant portion of our U.S. based deferred tax
assets. Guidance from the FASB on this issue is expected in the fourth quarter of 2004. If the deduction is treated as a U.S. tax rate
reduction, we expect a significant increase in our 2004 provision for income taxes. While we are also currently studying the impact of the
one-time favorable foreign dividend provisions, as of September 30, 2004 and based on the tax laws in effect at that time, we had not
changed our intentions to indefinitely reinvest our undistributed foreign earnings and, accordingly, no additional deferred tax liability has
been recorded as a result of this legislation.

The equity in profit/loss of unconsolidated affiliated companies favorably impacted profit by $10 million over third quarter a year
ago, primarily driven by increased profitability at Shin Caterpillar Mitsubishi Ltd.

EMPLOYMENT

At the end of third quarter 2004, Caterpillar's worldwide employment was 75,530 compared with 68,006 one year ago. The increase is
primarily due to hourly labor additions to support increased volume and the addition of approximately 2,500 employees from acquisitions
and growing Caterpillar Logistics operations.

OTHER MATTERS
Environmental and Legal Matters

The company is regulated by federal, state, and international environmental laws governing our use of substances and control of
emissions in all our operations. Compliance with these existing laws has not had a material impact on our capital expenditures,
earnings, or competitive position.

We are cleaning up hazardous waste at a number of locations, often with other companies, pursuant to federal and state laws. When it
is likely we will pay clean-up costs at a site and those costs can be estimated, the costs are charged against our earnings. In doing that
estimate, we do not consider amounts expected to be recovered from insurance companies and others.

The amount accrued for environmental clean-up is not material and is included in "Accrued expenses" in the Statement of Financial
Position. If a range of liability estimates is available on a particular site, we accrue at the lower end of that range.

We cannot estimate costs on sites in the very early stages of clean-up. Currently, we have five sites in the very early stages of clean-up,
and there is no more than a remote chance that a material amount for clean-up will be required.

Pursuant to a consent decree Caterpillar entered with the EPA, the company was required to meet certain emission standards by
October 2002. The decree provides that if engine manufacturers were unable to meet the standards at that time, they would be required
to pay a Non-Conformance Penalty (NCP) on each engine sold that did not meet the standard. The amount of the NCP would be based
on how close to meeting the standard the engine came - the more out of compliance the higher the penalty. The company began
introduction of fully compliant ACERT engines in 2003 and by the end of 2003 Caterpillar was only producing fully compliant engine
models. As a result, NCPs are not payable for any engines built in 2004. The company’s operating profit was favorably impacted in the
third quarter 2004 and year to date 2004 by $36 million and $132 million, respectively, due to the absence of NCPs that were recorded in
those periods in 2003.
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In addition, the consent decree required Caterpillar to pay a fine of $25 million, which was expensed in 1998 and to make investments
totaling $35 million in environmental-related products by July 7, 2007. Total qualifying investments to date for these projects are $33
million, of which $2 million was made in the first nine months of 2004. A future benefit is expected to be realized from these
environmental projects related to Caterpillar's ability to capitalize on the technologies it developed in complying with its environmental
project obligations. In short, Caterpillar expects to receive a positive net return on the environmental projects by being able to market the
technology it developed.

We are a party to litigation matters and claims that are normal in the course of its operations, and, while the results of such litigation and
claims cannot be predicted with certainty, management believes, based on the advice of counsel, the final outcome of such matters will
not have a materially adverse effect on our consolidated financial position.

On January 16, 2002, Caterpillar commenced an action in the Circuit Court of the Tenth Judicial Circuit of lllinois in Peoria, lllinois,
against Navistar International Transportation Corporation and International Truck and Engine Corporation (collectively Navistar). The
lawsuit arises out of a long-term purchase contract between Caterpillar and Navistar effective May 31, 1988, as amended from time to
time (the Purchase Agreement). The pending complaint alleges that Navistar breached its contractual obligations by: (i) paying
Caterpillar $8.08 less per fuel injector than the agreed upon price for new unit injectors delivered by Caterpillar; (ii) refusing to pay
contractually agreed upon surcharges owed as a result of Navistar ordering less than planned volumes of replacement unit injectors;
and (iii) refusing to pay contractually agreed upon interest stemming from Navistar’s late payments. At September 30, 2004, the past
due receivable from Navistar regarding the foregoing was $139 million. The pending complaint also has claims alleging that Franklin
Power Products, Inc., Newstream Enterprises, and Navistar, collectively and individually, failed to pay the applicable price for shipments
of unit injectors to Franklin and Newstream. At September 30, 2004, the past due receivables for the foregoing totaled $12 million. The
pending complaint further alleges that Sturman Industries, Inc., and Sturman Engine Systems, Inc., colluded with Navistar to utilize
technology that Sturman Industries, Inc., misappropriated from Caterpillar to help Navistar develop its G2 fuel system, and tortiously
interfered with the Purchase Agreement and Caterpillar's prospective economic relationship with Navistar. The pending complaint
further alleges that the two parties’ collusion led Navistar to select Sturman Engine Systems, Inc. and another company, instead of
Caterpillar, to develop and manufacture the G2 fuel system.

On May 7, 2002, International Truck and Engine Corporation (International) commenced an action against Caterpillar in the Circuit Court
of DuPage County, lllinois that alleges Caterpillar breached various aspects of a long-term agreement term sheet. In its fourth amended
complaint, International seeks a declaration from the court that the term sheet constitutes a legally binding contract for the sale of heavy-
duty engines at specified prices through the end of 2006, alleges that Caterpillar breached the term sheet by raising certain prices
effective October 1, 2002, and also alleges that Caterpillar breached an obligation to negotiate a comprehensive long-term agreement
referenced in the term sheet. International further claims that Caterpillar improperly restricted the supply of heavy-duty engines to
International from June through September 2002, and claims that Caterpillar made certain fraudulent misrepresentations with respect to
the availability of engines during this time period. International seeks damages "in an amount to be determined at trial" and injunctive
relief. Caterpillar filed an answer denying International's claims and has filed a counterclaim seeking a declaration that the term sheet
has been effectively terminated. Caterpillar denies International's claims and will vigorously contest them. On September 24, 2003, the
Appellate Court of lllinois, ruling on an interlocutory appeal, issued an order consistent with Caterpillar's position that, even if the court
subsequently determines that the term sheet is a binding contract, it is indefinite in duration and was therefore terminable at will by
Caterpillar after a reasonable period. Caterpillar anticipates that a trial currently scheduled to begin in the first quarter of 2005 will
address all remaining issues in this matter. This matter is not related to the breach of contract action brought by Caterpillar against
Navistar currently pending in the Circuit Court of Peoria County, lllinois.

The EU is imposing retaliatory tariffs on certain U.S. origin goods as a result of a WTO decision that found the extraterritorial income
exclusion (ETI) provisions of the FSC Repeal and Extraterritorial Income Exclusion Act of 2000 constituted a prohibited export subsidy.
These tariffs, which began in March of 2004 at 5 percent, have increased 1 percentage point per month and would increase to 17
percent after one year. Given the makeup of the final retaliation list, some Caterpillar parts and components are subject to these tariffs.
We do not believe these tariffs will materially impact our financial results. The company has production facilities in the EU, Russia, Asia,
and South America. Products sold into the EU from these plants are not affected by this retaliatory tariff. The American Jobs Creation
Act of 2004 (Act), enacted on October 22, 2004, phases-out the ETI provisions. As a result, the EU announced that it plans to end the
retaliatory sanctions pending the outcome of a WTO review to determine whether certain provisions of the Act are compliant with the
ruling against the FSC/ETI regime. The sanctions are not expected to be lifted officially until January 1, 2005.
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NINE MONTHS ENDED SEPTEMBER 30, 2004 COMPARED WITH NINE MONTHS ENDED SEPTEMBER 30, 2003
SALES AND REVENUES

Consolidated Sales and Revenues Comparison
Nine Months Ended September 30, 2004 vs. Nine Months Ended September 30, 2003
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The chart above graphically illustrates reasons for the change in Consolidated Sales and Revenues between 2003 (at left) and 2004
(at right). ltems favorably impacting sales and revenues appear as upward stair steps with the corresponding dollar amounts above
each bar. Caterpillar management utilizes these charts internally to visually communicate with its Board and employees.

Sales and revenues for the nine months ended September 30, 2004 were $21.68 billion, $5.38 billion or 33 percent higher than the first
nine months of 2003. The increase was due to higher Machinery and Engines volume of $4.51 billion, the favorable impact of currency
on sales of $394 million due primarily to the strengthening euro, improved price realization of $341 million, and higher Financial Products
revenues of $142 million.

Sales and Revenues
(Millions of dollars)

North Latin Asial
Total America EAME America Pacific

Nine Months Ended September 30, 2004
MaCRINEIY ....ovovvece e, $ 13,687 $ 7,554 $ 3,232 $ 1,063 $ 1838
ENQINES™ ..o 6,590 2,971 2,039 586 994
Financial Products™.........c.occovevivveeireenn, 1,403 986 243 85 89
$ 21,680 $ 11,511 $ 5514 $ 1734 $ 2921

Nine Months Ended September 30, 2003
MaChINETY ......covrireirre e, $ 9851 $ 5222 $ 2657 $ 637 $ 1,335
ENGINES™ ..o 5,186 2,346 1,653 493 694
Financial Products™............cccccveiivieeviinnee, 1,261 906 224 71 60
$ 16,298 $ 8474 $ 4534 $ 1,201 $ 2089

*

Does not include internal engine transfers of $1,261 million and $996 million in 2004 and 2003, respectively. Internal engine transfers are valued at prices
comparable to those for unrelated parties.
** Does not include revenues earned from Machinery and Engines of $138 million and $133 million in 2004 and 2003, respectively.

Refer to table on page 34 for reconciliation of Machinery and Engine Sales by Geographic Region to External Sales by Marketing Segment.
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Machinery sales were $13.69 billion, 39 percent or $3.84 billion higher than 2003. Sales volume increased 34 percent, improved price
realization accounted for about 3 percent and the favorable impact of currency added the remaining 2 percent. Most of the volume gain
resulted from a 27 percent increase in dealer deliveries to end users. Strength was widespread, with deliveries up in all regions and into
nearly all industries. Volume also benefited from an increase in dealer inventories required to support higher deliveries. Despite that
increase, dealer inventories relative to deliveries were about a half month lower than a year earlier. In North America, sales increased 45
percent from 2003, 41 percent due to higher volume and the remainder due to improved price realization. The volume gain came from a
35 percent increase in dealer deliveries and a similar increase in dealer inventories. Deliveries into construction benefited from low
interest rates and good corporate cash flows. Mining deliveries increased 70 percent due to higher prices of both coal and metals.
Sales in EAME increased 22 percent, with volume contributing about 16 percent and the remainder due mostly to the favorable currency
impact of a stronger euro. The increase in volume was split between Europe, where construction showed some signs of recovery, and
Africa/Middle East, where higher metals and energy prices led to higher deliveries into mining and construction. In Latin America, sales
surged 67 percent above 2003 sales, about 60 percent due to higher volume and the remainder due mostly to improved price realization.
Volume increased because of a 62 percent increase in dealer deliveries and the growth in inventories required to support higher delivery
rates. Higher metals and coal prices contributed to a doubling of deliveries into mining and faster economic growth in many countries
boosted deliveries into construction. Sales in Asia/Pacific increased 38 percent, about 31 percent due to volume, 4 percent due to
currency and the remainder due to price realization. Most of the volume increase occurred in Australia and Indonesia, where deliveries
into mining boomed. The Chinese government's administrative actions to slow inflation caused deliveries into that country to decline.

Engines sales were $6.59 billion, an increase of $1.40 billion or 27 percent from 2003. Sales volume was up about 23 percent, the
favorable impact of currency accounted for about 3 percent and improved price realization added about 1 percent.

Engine sales increased in all regions. The North America engine sales gain of 27 percent was heavily impacted by a 46 percent
increase in sales of on-highway truck engines, as improved industry health drove a continuation of fleet expansion and replacement.
Sales of engines to the electric power sector increased 33 percent compared to year-to-date 2003, benefiting from increased focus on
high quality power for communication and data systems as well as growth in non-residential construction. Sales of engines to the
industrial sector rose 54 percent, with increases in demand for nearly all types of industrial OEM products and increased preference for
Caterpillar engines. Sales of engines to the marine sector increased 19 percent due to continued demand for pleasure craft engines.
Sales of petroleum engines decreased 11 percent as sales of turbines and turbine services decreased with the completion of various
pipeline build cycles, partially offset by strong demand for reciprocating engines for gas compression and maximization of well
production. Engine sales rose 23 percent in EAME with strong increases in most sectors. Sales of engines into the electric power sector
increased 39 percent due to stronger demand for prime and cogeneration systems, as well as Middle Eastern demand for large engines
and power modules. Sales of engines to the petroleum sector increased 43 percent, due primarily to increased sales of turbines and
turbine-related services to support increases in petroleum investment. Engine sales in Latin America increased 19 percent, with
increases in most sectors due to economic strengthening and reinstatement of investment activity that was delayed during 2003.
Widespread economic growth in Asia/Pacific contributed to the 43 percent engine sales increase. Sales of engines into the electric
power sector more than doubled with gains in large prime and continuous power installations, rental fleet investments, and sales to
support ongoing demand in China driven by transmission constraints. Sales of petroleum engines increased 14 percent as exploration
and production increased in China, Indonesia and other areas. Marine engines sales increased 28 percent due to increased demand for
oceangoing vessels, dredge equipment in support of construction growth, as well as offshore supply boats and pleasure craft.

Financial Products revenues were $1.40 billion, an increase of $142 million or 11 percent from the first nine months of 2003. The
increase was due primarily to the favorable impact of $163 million from continued growth of Eaming Assets, partially offset by a $62
million impact of lower interest rates on new and existing finance receivables at Cat Financial. Also, there was a $20 million increase in
electric plant revenue at Cat Power Ventures and a $15 million increase in earned premiums at Cat Insurance.
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OPERATING PROFIT

Consolidated Operating Profit Comparison
Nine Months Ended Sept. 30, 2004 vs. Nine Months Ended Sept. 30, 2003
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The chart above graphically illustrates reasons for the change in Consolidated Operating Profit between 2003 (at left) and 2004 (at
right). Items favorably impacting operating profit appear as upward stair steps with the corresponding dollar amounts above each bar,
while items negatively impacting operating profit appear as downward stair steps with dollar amounts reflected in parentheses above
each bar. Caterpillar management utilizes these charts internally to visually communicate with its Board and employees.

Higher sales volume in all regions resulted in a favorable operating profit impact of $1.30 billion. Operating profit was also favorably
impacted by improved price realization of $341 million, the absence of $132 million of Non-Conformance Penalties (NCPs) that were
recorded in 2003 and improved profitability at Financial Products of $74 million.

Partially offsetting the favorable items were $702 million in higher core operating costs, a $186 million unfavorable impact of currency on
operating profit due primarily to the weakening of the dollar compared with the British pound and the Japanese yen and $94 million of
higher Retirement Benefits.

Our main focus has been meeting unprecedented customer demand and satisfying our customers in the first nine months of 2004,
despite incurring additional core operating costs to respond to the steep market upturn. The additional core operating costs reflect
increases in manufacturing costs to satisfy customer requirements and higher general support costs to meet demand. These additional
manufacturing costs included higher material costs resulting from steel surcharges and commodity price increases and higher freight and
expediting costs to ensure timely delivery of material. Manufacturing inefficiencies due to the steep ra